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SUMMARY  OF  RECOMMENDATIONS 

This  report  addresses  seven  recommendations  to  the  department.   The  listing  below 
summarizes  the  recommendations  contained  in  the  report  and  the  department's  reply. 
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Recommendation  #1 

The  department  reevaluate  the  state's  current 
role  as  the  employer  in  providing  fire  pro- 
tection services  at  the  Great  Falls  airport. 

Agency  Response:   Concur.   See  page  20. 


Recommendation  #2 
The  department: 

A.  Accrue  revenue  in  accordance  with  state 
accounting  policy. 

Agency  Response:   Concur.   See  page  20. 

B.  Review  fund  balances  in  the  federal  special 
revenue  accounting  entities  to  detect  and 
correct  errors. 

Agency  Response:   Concur.   See  page  20. 

Recommendation  #3 

The  department  obtain  interentity  loans  pending 

federal  reimbursement  of  its  expenditures. 

Agency  Response:   Concur.   See  page  20. 


Recommendation  #4 

The  department  accrue  expenditures  in  accordance 

with  state  accounting  policy. 

Agency  Response:   Concur.   See  page  21. 


Recommendation  #5 

The  department  record  construction  transactions 

in  accordance  with  state  accounting  policy. 

Agency  Response:   Concur.   See  page  21. 
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SUMMARY  OF  RECOMMENDATIONS 
(continued) 


Recommendation  #6 

The  department  properly  eliminate  account 

balances  in  the  agencies  which  are  no  longer 

used. 

Agency  Response:   Concur.   See  page  21. 


Recommendation  #7 
The  department: 

A.  Provide  personnel  additional  training  in 
state  accounting  policy  and  fund  account- 
ing. 

Agency  Response:   Concur.   See  page  21. 

B.  Establish  policies  and  procedures  to  im- 
prove communication  of  information  and 
responsibilities  between  the  various  divi- 
sion's accounting  functions. 

Agency  Response:   Concur.   See  page  22. 

C.  Ensure  accounting  entries  recorded  by  the 
individual  divisions  result  in  proper  record- 
ing on  the  department's  accounting  records. 

Agency  Response:   Concur.   See  page  22. 
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INTRODUCTION 

We  performed  a  financial-compliance  audit  of  the  Department  of  Military 
Affairs  for  the  two  fiscal  years  ended  June  30,  1988.  The  objectives  of  the  audit 
were  to: 

1.  Review  and  make  recommendations  for  improvements  in  the  manage- 
ment and  internal  controls  of  the  department. 

2.  Determine  implementation  status  of  prior  audit  recommendations. 

3.  Determine  if  the  department  complied   with  applicable  laws  and 
regulations. 

4.  Determine  if  the  department's  financial  schedules  present  fairly  the 
results  of  operations  for  the  two  fiscal  years  ended  June  30,  1988. 

This  report  contains  seven  recommendations  to  the  department.  These 
recommendations  address  areas  where  management  and  financial  reporting  can  be 
improved.  Other  areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  Department  of  Military  Affairs  are  not  specifically 
included  in  the  report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed  the 
cost,  if  significant,  of  implementing  the  recommendations. 

BACKGROUND 

The  department  was  created  under  the  Executive  Reorganization  Act  of  1971. 
The  department  consists  of  four  divisions:  1)  Montana  National  Guard, 
2)  Centralized  Services,  3)  Disaster  and  Emergency  Services  (DES),  and  4)  Veterans' 
Affairs  (VA). 

The  Montana  National  Guard  Division,  hereafter  referred  to  as  Adjutant 
General  (A.G.),  is  authorized  appro.ximately  53  full-time  equivalents  (FTEs).  The 
division  provides  trained  and  equipped  military  organizations,  both  Air  and  Army, 
in  the  event  of  a  state  or  national  emergency. 

Centralized  Services  Division  provides  assistance  and  support  for  accounting, 
budgeting,  record  keeping,  requisitioning,  and  other  services  to  the  rest  of  the 
department.   Centralized  Services  has  four  FTEs. 

Disaster  and  Emergency  Services  Division  (DES)  is  responsible  for  the 
preparation,  implementation,  and  maintenance  of  plans  and  programs  for  the  state's 
emergency  operations  in  the  event  of  a  disaster.  The  DES  Coordination  program 
ensures  proper  distribution  of  all  federal  disaster  relief  funds  to  public  entities  as 


authorized    by    presidential    disaster    declarations.       This    division    is    authorized 
approximately  22  FTEs. 

The  Division  of  Veterans'  Affairs  is  responsible  for  assisting  Montana's 
veterans  and  dependents  in  obtaining  veterans'  benefits.  Veterans'  Affairs  provides 
information  on  benefits,  guidance  on  completing  Veterans'  Administration  forms,  and 
referral  to  other  agencies.  The  division  administrator  is  hired  by  and  reports  to  the 
Board  of  Veterans'  Affairs.  The  board  is  appointed  by  the  governor  with  the  consent 
of  the  Senate.  The  division  is  attached  to  the  department  for  administrative  purposes. 
There  are  approximately  18  FTEs  in  this  division. 

FIREFIGHTERS 

In  1984  firefighters  at  the  Montana  Air  National  Guard  Facility  filed  a  wage 
claim  in  district  court  against  the  state  as  it's  employer.  In  a  recent  settlement  of  a 
portion  of  the  claim,  the  state  incurred  a  liability  of  approximately  5400,000.  The 
potential  exists  for  the  state  to  owe  up  to  an  additional  $265,000  in  settlement  of  this 
claim.  Department  officials  indicated  they  asked  the  federal  government  for 
reimbursement  of  approximately  $540,000  of  the  costs.  As  of  March  1989,  the 
federal  government  has  tentatively  agreed  to  participate  in  payment  of  these  costs. 
Department  officials  anticipate  a  general  fund  appropriation  of  as  much  as  $150,000 
may  be  necessary  even  after  any  federal  reimbursement  is  obtained.  Another  claim 
may  be  filed  by  the  firefighters.  The  potential  liability  for  the  next  claim  cannot 
reasonably  be  estimated  at  this  time. 

The  department  currently  has  approximately  30  firefighters  on  the  state 
payroll  to  provide  fire  protection  for  the  Great  Falls  airport  and  the  Air  National 
Guard  (ANG)  facilities  in  Great  Falls.  The  land  at  the  Great  Falls  facility  is  owned 
by  the  Great  Falls  airport  or  the  federal  government.  The  buildings  and  major 
equipment  used  by  the  Air  Guard  are  owned  by  the  federal  government.  State 
property  at  the  facility  is  limited  to  small  equipment  such  as  desks,  calculators,  file 
cabinets,  etc.  Until  1975  these  firefighters  were  federal  employees  of  the  U.S. 
Department  of  Defense.  In  1975  the  federal  government  requested  these  firefighters 
be  placed  on  the  state  payroll  to  free  up  federal  positions  at  the  ANG  facility.  The 
federal  government  agreed  to  reimburse  the  state  for  the  actual  expenditures  for  the 
firefighters  employment. 

To  summarize,  the  facts  are: 

The  state  has  incurred  considerable  actual  liability  to  this  point; 
The  state  as  employer  is  potentially  liable  for  additional  claims; 


The  federal  government  has  only  tentatively  agreed  to  participate  in 
the  costs  of  the  current  litigation  up  to  approximately  5540,000;  and 

The  state  owns  only  minimal  assets  at  the  Great  Falls  facility  and 
receives  no  direct  benefit  from  providing  fire  protection  at  the 
facility. 

Department  personnel  stated  that  the  state  receives  many  indirect  economic  and 
noneconomic  benefits  from  having  the  firefighters  at  the  Great  Falls  facility  and  that 
actual  and  potential  liability  is  incurred  by  the  state  for  any  individual  employed  by 
the  state.  The  department  could  not  document  that  eliminating  the  state's  role  in 
providing  fire  protection  services  would  reduce  any  of  the  indirect  benefits. 
Although  actual  and  potential  liability  is  incurred  by  the  state  with  each  individual 
employed,  overall  liability  can  be  reduced  by  limiting  the  number  of  individuals 
employed  by  the  state  to  only  those  providing  direct  benefit  to  state  government. 

Because  the  liabilities  incurred  by  the  state  as  the  firefighters'  employer  are 
significant  and  benefits  to  the  state  are  limited,  the  state  should  reevaluate  its  current 
role  in  providing  fire  protection  to  the  Great  Falls  facility.  The  federal  government 
and/or  the  Great  Falls  airport  should  be  the  employer  providing  those  services 
because  they  are  the  primary  beneficiaries  of  the  services. 

RECOMMENDATION  #1 

We  recommend  the  department  reevaluate  the  state's  current  role  as  the 

employer  in  providing  fire  protection  services  at  the  Great  Falls  airport. 


PRIOR  AUDIT  RECOMMENDATIONS 

The  prior  financial-compliance  audit  of  the  Department  of  Military  Affairs 
for  the  two  fiscal  years  ended  June  30,  1986,  contained  ten  recommendations  still 
applicable  to  the  department.  The  department  has  implemented  four  of  those  recom- 
mendations, has  partially  implemented  three,  and  has  not  implemented  three. 

The  department  has  not  taken  adequate  corrective  action  on  the  recommen- 
dation from  each  of  the  three  previous  audits  concerning  construction  work-in- 
progress  and  construction  advances  as  discussed  on  page  6  of  this  report.  The  other 
recommendations  not  implemented  are  discussed  in  the  following  report  section  on 
Accounting  Issues. 


ACCOUNTING  ISSUES 

During  our  audit  of  the  Department  of  Military  Affairs,  we  noted  five 
accounting  issues  that  reduce  the  reliability  of  the  accounting  information  produced 
by  the  Statewide  Budgeting  and  Accounting  System  (SBAS)  for  the  department.  The 
issues  relate  to  staff  training  and  communication  of  information  and  responsibilities 
within  the  department  and  are  detailed  in  the  sections  that  follow. 

The  department  receives  federal  financial  assistance  from  two  federal 
agencies,  the  U.S.  Department  of  Defense  Air  and  Army  National  Guard  and  the 
Federal  Emergency  Management  Agency  (FEMA).  The  department  reported  expen- 
ditures of  $1,727,515  and  $1,915,331  in  fiscal  years  1986-87  and  1987-88, 
respectively  for  the  Department  of  Defense.  The  Air  and  Army  National  Guard 
moneys  were  not  included  in  the  scope  of  our  audit  of  federal  compliance.  The  U.S. 
Department  of  Defense  makes  its  own  audits  of  National  Guard  funding  to  the 
department.  FEMA  expenditures,  from  nine  separate  federal  assistance  programs, 
totaled  $1,937,347  and  $1,123,698  in  the  two  fiscal  years,  respectively.  The  following 
report  sections  may  have  an  affect  on  any  or  all  of  these  federal  programs. 

Revenue  Accruals 

Fund  balances,  both  negative  and  positive,  improperly  existed  in  each  of  the 
department's  six  federal  special  revenue  fund  accounts  at  fiscal  year-end  1986-87  and 
in  four  of  the  six  at  fiscal  year-end  1987-88.  Federal  special  revenue  funds  record 
activity  related  to  the  receipt  and  disbursement  of  money  for  which  the  federal 
government  specifies  the  use  of  the  money.  Following  state  accounting  policies  and 
generally  accepted  accounting  principles  (GAAP)  would  result  in  all  of  the 
department's  federal  special  revenue  funds  identified  above  having  a  zero  fund 
balance  at  fiscal  year-end.  The  fact  that  fund  balances  exist  in  these  funds  indicate 
errors  are  present  in  the  accounting  records. 

Our  testing  indicates  the  improper  fund  balances  are  primarily  the  result  of 
failure  to  accrue  revenue  at  fiscal  year-end  in  these  accounting  entities.  As  a  result 
of  the  failure  to  properly  accrue  revenue  the  accounting  records  are  misstated  by: 

Special   Revenue    Fund 

Revenue  Fund  Balance 

Over  (under)  stated  Over  (under)  stated 

Fiscal  Year   1986-87  $(181,588)  $(181,588) 

Fiscal  Year   1987-88  $(131,089)  $(131,089) 


We  have  identified  the  revenue  accrual  problem  in  each  of  our  last  three 
audits  of  the  department  (covering  fiscal  years  1980-81  through  1985-86).  The 
department  concurred  with  our  recommendations  in  each  of  the  audits. 

RECOMMENDATION  #2 

We  recommend  the  department: 

A.  Accrue  revenue  in  accordance  with  state  accounting  policy. 

B.  Review   fund  balances   in    the   federal   special   revenue   accounting 
entities  to  detect  and  correct  errors. 


Expenditure  Reductions 

In  fiscal  year  1988-89,  the  department  processed  documents  that  improperly 
reduced  expenditures  to  avoid  a  negative  cash  balance  in  one  accounting  entity. 
Section  17-2-107,  MCA,  states  that  when  the  expenditure  of  an  appropriation  is 
necessary  and  the  cash  balance  from  which  the  appropriation  was  made  is  insuffi- 
cient, the  Department  of  Administration  may  authorize  a  transfer,  as  a  temporary 
loan  bearing  no  interest,  provided  certain  conditions  are  met.  We  noted  three 
instances  where  expenditures  totaling  $237,660  were  improperly  reduced.  Depart- 
ment personnel  stated  that  these  transactions  are  reversed  when  reimbursements  for 
the  expenditures  are  received  from  the  federal  government.  The  improper  reductions 
have  no  effect  on  the  financial  schedules  for  fiscal  year  1986-87  or  1987-88. 
Department  personnel  stated  the  expenditures  were  reduced  to  avoid  a  negative  cash 
balance  in  the  federal  accounting  entity  in  which  the  expenditures  were  initially 
recorded.  The  use  of  an  interentity  loan  would  properly  state  the  balances  for  cash 
and  expenditures  on  SBAS. 

RECOMMENDATION  #3 

We  recommend  the  department  obtain  Interentity  loans  pending   federal 

reimbursement  of  its  expenditures. 


Expenditure  Accrual 

At  fiscal  year-end  1986-87  the  department  improperly  accrued  an  expendi- 
ture of  521,500  for  construction  of  a  portion  of  the  veterans'  cemetery.  State  policy 
indicates  expenditures  should  be  accrued  if  a  valid  obligation  exists  at  fiscal  year- 


end.  A  valid  obligation,  in  this  case,  would  have  been  evidenced  by  a  signed 
construction  contract.  However,  the  contract  was  not  signed  until  three  months  after 
June  30,  1987.  The  improper  accrual  overstates  expenditures  in  fiscal  year  1986-87. 
Agency  personnel  indicated  they  accrued  the  expenditure  because  they  were  sure  the 
contract  would  be  let  and  signed  in  the  future.  This  does  not  represent  a  valid 
obligation  as  of  June  30,  1987. 

RECOMMENDATION  #4 

We  recommend  the  department  accrue  expenditures  in  accordance  with  state 

accounting  policy. 

Construction  Work  in  Progress  and  Construction  Advnnces 

The  department  does  not  record  construction  work  in  progress  (CWIP)  or 
construction  advances  in  accordance  with  state  accounting  policy.  These  problems 
were  noted  in  each  of  our  previous  three  audits.  The  department  concurred  with  our 
recommendations  in  each  of  those  audits,  but  has  not  implemented  our  recom- 
mendations. 

State  accounting  policy  related  to  CWIP  requires  construction  projects  not 
completed  as  of  fiscal  year-end  be  recorded  as  construction  work  in  progress.  In 
fiscal  year  1986-87,  department  personnel  prepared  documents  to  record  CWIP  on  the 
accounting  records.  The  department  submitted  the  documents  to  the  Department  of 
Administration  for  processing  but  did  not  review  to  ensure  the  documents  were 
processed  and  recorded  correctly.  In  fiscal  year  1987-88  department  personnel 
recorded  most  construction  projects  not  completed  at  fiscal  year-end  as  buildings 
rather  than  CWIP.  CWIP  is  understated  by  approximately  $600,000  in  fiscal  year 
1986-87  and  approximately  $370,000  in  fiscal  year  1987-88.  Due  to  recording 
problems  at  the  department  it  was  not  cost  efficient  to  determine  the  amount  of 
misstatement  in  the  buildings  account.  Department  personnel  indicated  they  have 
little  training  and  do  not  understand  the  procedures  for  recording  CWIP. 

Our  findings  related  to  construction  advances  were  related  to  a  construction 
project  on  the  veterans'  cemetery.  The  legislature  appropriated  $50,000  to  the 
department  in  the  federal  special  revenue  fund  for  a  state  veterans'  cemetery.  When 
money  is  appropriated  to  an  agency  for  a  construction  project,  the  agency  is 
responsible  for  recording  certain  transactions  on  its  accounting  records.  Department 
personnel  assumed  that  because  the  Department  of  Administration,  Architecture  and 
Engineering  (A  &  E)  Division  had  obtained  an  administrative  appropriation  to  pay 


the  construction  bills  as  they  came  due  and  was  depositing  and  recording  the  checks, 
that  no  recording  was  required  on  the  department's  records.  As  a  result,  the 
department  has  no  record  of  revenues,  expenditures  or  construction  advances  for  the 
veterans'  cemetery  on  its  accounting  records.  Revenues  and  expenditures  are 
understated  by  $28,436  in  fiscal  year  1986-87  and  $21,559  in  fiscal  year  1987-88. 
State  accounting  policy  requires  the  department: 

Record  money  received  from  the  federal  government  as  revenue  on 
the  department  accounting  records; 

Record  money  transferred  to  A  &  E  as  construction  advances;  and 

Reduce  the  construction  advance  and  record  expenditures  for  money 
spent  by  A  &  E  at  fiscal  year-end. 

Department  personnel  stated  they  were  not  aware  of  state  accounting  policy 
requiring  the  use  of  the  construction  advance  when  the  appropriation  for  a  con- 
struction project  was  to  the  department.  They  also  stated  that  because  A  &  E 
recorded  all  revenue  and  expenditure  activity  and  the  checks  were  payable  to  the 
State  of  Montana  it  was  reasonable  to  send  the  checks  directly  to  A  &  E. 

RECOMMENDATION  #5 

We  recommend  the  department  record  construction  transactions  in  accordance 

with  state  accounting  policy. 


Consolidation  of  Agencies 

The  department  has  not  transferred  the  financial  information  from  two 
inactive  agencies  to  the  agency  they  now  use  for  recording  financial  information.  In 
order  to  promote  the  maintenance  of  accurate  financial  information  the  department, 
in  fiscal  year  1985-86,  implemented  a  partial  reorganization  plan  which  centralized 
some  of  the  accounting  functions  of  the  department's  various  divisions.  Consolidation 
of  state  accounting  records  into  one  agency  instead  of  three  was  a  part  of  the  plan. 
At  fiscal  year-end  1986-87  and  1987-88  the  department  still  carried  balances  in  the 
financial  records  of  the  two  agencies  to  be  eliminated. 

The  account  balances  that  should  have  been  closed  represent  receivables  and 
payables  that  are  no  longer  collectible  or  payable  or  that  have  been  collected  and  paid 
in  another  agency.  These  balances  result  in  a  misstatement  of  fund  balance,  in  the 
special  revenue  fund,  of  $28,013  at  fiscal  year-end  1985-86,  1986-87,  and  I9S7-88 
and  contributed  to  a  qualification  of  our  opinion  on  the  financial  schedules.    There 


were  also  fixed  asset  equipment  balances  remaining  that  should  be  transferred  to  the 
single  agency  now  being  used. 

Department  personnel  stated  the  financial  information  carried  for  the  inactive 
agencies  was  not  transferred  because  it  was  believed  that  a  transfer  was  improper 
since  carry  over  of  appropriations  remained  in  these  areas.  Based  on  our  review  of 
the  accounting  records,  elimination  of  the  balances  carried  in  the  closed  agencies 
would  not  have  any  effect  on  appropriations. 

RECOMMENDATION  #6 

We  recommend  the  department  properly  eliminate  account  balances  in  the 

agencies  which  are  no  longer  used. 


Summary 

All  of  the  accounting  issues  listed  above  result  from  two  causes. 

Inadequate  training  of  staff  involved  in  the  accounting  functions. 
Lack  of  central  control  or  oversight  over  the  accounting  functions. 

Both  causes  were  addressed  in  recommendations  in  the  report  on  our  last  audit  of  the 
department.  Department  staff  have  received  some  training  since  our  last  audit; 
however,  based  on  the  number  of  findings  in  our  current  audit,  additional  training 
is  still  required.  The  number  and  cause  of  the  findings  noted  in  our  current  audit 
indicate  a  need  for  more  communication  between  the  personnel  involved  in  the 
accounting  functions  of  the  various  divisions.  E.xamples  of  situations  where 
communication  may  reduce  accounting  errors  include: 

The  property  manager  attempted  to  record  the  construction  work  in 
progress  (CWIP)  transactions  on  the  accounting  records  in  fiscal  year 
1986-87.  When  the  documents  did  not  properly  process  onto  the 
system,  communication  broke  down  and,  as  a  result,  most  of  the  CWIP 
transactions  were  not  recorded. 

Accounts  that  were  to  be  closed  in  fiscal  year  1984-85  have  remained 
open  through  fiscal  year-end  1987-88  because  it  was  not  clear  who 
was  responsible  for  reviewing  and  closing  the  accounts. 

Federal  special  revenue  fund  accounts  had  fund  balances  at  the  end 
of  fiscal  years  1986-87  and  1987-88  because  it  was  not  communicated 
who  was  responsible  for  reviewing  and  ensuring  appropriate  accounts 
had  a  zero  fund  balance. 


We  have  noted  similar  communications  problems  in  each  of  the  last  two  audits  of  the 
department.   The  department  concurred  with  these  recommendations. 

RECOMMENDATION  #7 

We  recommend  the  department: 

A.  Provide  personnel  additional  training  in  state  accounting  policy  and 
fund  accounting. 

B.  Establish  policies  and  procedures  to  improve  communication  of  infor- 
mation and  responsibilities  between  the  various  division's  accounting 
functions. 

C.  Ensure  accounting  entries  recorded  by  the  individual  divisions  result 
in  proper  recording  on  the  department's  accounting  records. 


INDEPENDENT  AUDITOR'S  REPORT 
AND  DEPARTMENT  FINANCIAL  SCHEDULES 


SUMMARY  OF  AUDIT  OPINION 

The  financial  schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  without  adjustments  for  errors  noted  during  the  audit.  The 
auditor's  opinion  issued  in  this  report  is  intended  to  convey  to  the  reader  of  the 
financial  schedules  the  degree  of  reliance  that  can  be  placed  on  the  amounts 
presented. 

The  qualified  opinion  on  the  Schedule  of  Changes  in  Fund  Balance  for  the 
two  fiscal  years  ended  June  30,  1988,  means  the  reader  of  the  financial  schedules 
should  be  cautious  when  using  the  financial  information.  This  schedule  is  misstated 
because  of  problems  in  accruing  revenue  and  consolidating  agencies  resulting  in  a 
misstatement  of  fund  balances  in  the  special  revenue  fund. 

The  unqualified  opinion  on  the  Schedule  of  Budgeted  Revenue-Estimate  and 
Actual  for  the  two  fiscal  years  ended  June  30,  1988  and  the  Schedules  of  Budgeted 
Program  Expenditures  by  Object  and  Fund  -  Budget  and  Actual  for  each  of  the  two 
fiscal  years  ended  June  30,  1987  and  1988,  means  the  reader  of  the  financial 
schedules  may  rely  on  the  fairness  of  the  information  presented. 
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STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 
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MARYBRYSON 
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Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of 
Military  Affairs  for  each  of  the  two  fiscal  years  ended  June  30,  1987  and  1988,  as 
shown  on  pages  13  through  19.  The  information  contained  in  these  schedules  is  the 
responsibility  of  the  department's  management.  Our  responsibility  is  to  express  an 
opinion  on  those  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  schedules  are  free  of  maierial 
misstatement.  An  audit  includes  examining,  on  a  lest  basis,  evidence  supporting  the 
amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well 
as  evaluating  the  overall  financial  schedule  presentation.  We  believe  that  our  audit 
provides  a  reasonable  basis  for  our  opinion. 

As  described  in  Note  1,  these  financial  schedules  are  prepared  in  accordance 
with  state  accounting  policy  and  are  not  intended  to  be  a  presentation  in  conformity 
with  generally  accepted  accounting  principles. 

The  department  was  to  close  account  balances  in  the  Special  Revenue  Fund 
as  part  of  a  consolidation  of  accounting  records  effective  July  1,  1985.  The  balances 
in  the  Special  Revenue  Fund  consist  of  receivables  and  payables  which  are  no  longer 
valid.  The  nominal  activity  underlying  these  balances  has  subsequently  been  recorded 
in  other  accounting  entities  in  the  Special  Revenue  Fund.  As  of  June  30,  1988  the 
unchanged  balances  are  still  on  the  accounting  records.  As  a  result,  fund  balance  in 
the  Special  Revenue  Fund  at  July  1,  1986  and  June  30,  1988  is  understated  by 
$28,013. 
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As  a  result  of  accounting  errors  in  the  accrual  of  revenue,  the  fund  balance 
at  June  30,  1988  in  the  Special  Revenue  Fund  is  understated  by  an  additional 
$131,089. 

In  our  opinion,  except  for  the  effect  of  the  matters  discussed  in  paragraphs 
four  and  five,  the  Schedule  of  Changes  in  Fund  Balance  presents  fairly,  in  all 
material  respects,  the  results  of  operations  and  changes  in  fund  balances  of  the 
Department  of  Military  Affairs  for  each  of  the  two  fiscal  years  ended  June  30,  1987 
and  1988,  in  conformity  with  the  basis  of  accounting  described  in  Note  I. 

In  our  opinion,  the  Schedule  of  Budgeted  Revenue  -  Estimate  and  Actual  and 
the  Schedules  of  Budgeted  Program  Expenditures  by  Object  and  Fund  -  Budget  and 
Actual  present  fairly,  in  all  material  respects,  the  results  of  operations  of  the 
Department  of  Military  Affairs  for  each  of  the  two  fiscal  years  ended  June  30,  1987 
and  1988,  in  conformity  with  the  basis  of  accounting  described  in  Note  1. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  30,  1988 
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DEPARTMENT  OF  MILITARY  AFFAIRS 
SCHEDULE  OF  CHANGES  IN  FUND  BALANCE 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  19{ 


FUND  BALANCE:   July  1,  1986 

ADDITIONS : 

Fiscal  Year  1986-87 
Budgeted  Revenue 
Nonbudgeted  Revenue 
Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  To  Fund  Balance 
Support  From  State  Of  Montana 

Fiscal  Year  1987-88 
Budgeted  Revenue 
Nonbudgeted  Revenue 
Support  From  State  Of  Montana 
Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Total  Additions 


General 

Fund 


$. 


-0- 


Special 

Revenue 

Fund 

(52.721) 


3 

,459,022 

2,665 

2,138 

104,255 

2,677 

18,665 

91 

2, 

,150,703 

2 

,892,709 

3,079 

1, 

,943,230 

109,483 

K 

103,483 

4, 

.104.583 

.687.617 

REDUCTIONS ; 


Fiscal  Year  1986-87 
Budgeted  Expenditures 
Prior  Year  Expenditures 
Cash  Transfers 


2,249,897 
(91,623) 


3,717,743 
42.580 


Fiscal  Year  1987-88 
Budgeted  Expenditures 
Prior  Year  Expenditure  Adjustments 
Cash  Transfers 
Total  Reductions 


FUND  BALANCE:   June  30,  1988 


1,811,554 
134,755 

4.104.583 


2,985,715 

42.056 
6.788.094 

$  (153.198) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  17  through  19. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

SCHEDULE  OF  BUDGETED  REVENUE  -  ESTIMATE  AND  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1988 


Federal 

Indirect 

Charges 

Cost 

For 

Recoveries 

Services 

Fiscal  Year  1987-88 

GENERAL  FUND 

Estimated  Revenue 

$    500 

Actual  Revenue 

0 

Collections  Over 

(Under)  Estimate 

$    (500) 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


Federal 


Total 


500 
0 


(500) 


$  5,415,400^   $  5,415,400 
2.892.709     2.892.709 

$(2.522,691)   $(2.522.691) 


Fiscal  Year  1986-87 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$   1,000 
0 

$  (1.000) 


$     1,000 
0 

$     (1.000) 


SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


50,000' 
0 


$  4,293,250^ 

3.459.022 


$  4,343,250 
3.459.022 


$  (50.000)    $   (834.223)   $   (884.228) 


See  Note  6  on  page  18. 
^   See  Note  8  on  page  19. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 
System.   Additional  information  is  provided  in  the  notes  to  the  financial 
schedules  on  pages  17  through  19. 
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DEPARTHEMT  OF  MILITARY  AFFAIRS 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1988 


Army 

Air 

Disaster 

Emergency 

National 

National 

Coordination 

Management 

Administration 

Guard 

Guard 

ResDonse 

DeveloDTient 

PERSONAL  SERVICES 

Salaries 

$101,210   $ 

262,108 

$  643,635 

$299,429 

$163,601 

Hourly  Wages 

430 

214 

1,651 

9 

888 

Employee  Benefits 

15,313 

60,447 

161,582 

61,080 

34 , 286 

Total 

116,953 

322,769 

806,868 

360,518 

198,775 

OPERATING  EXPENSES 

Contracted  Services 

1,965 

185,127 

88,824 

4,590 

8,221 

Supplies  &  Materials 

2,442 

31,417 

825 

7,531 

6,575 

Communications 

4,643 

256,040 

530 

17,368 

6,662 

Travel 

4,171 

5,893 

47 

35,914 

19,627 

Rent 

20,051 

Utilities 

39,495 

442,851 

262,040 

Repair  &  Maintenance 

2,630 

368,175 

75,431 

3,903 

1,458 

Other  Expenses 

1,071 

15,687 

3,064 

1,560 

1,322 

Total 

56,417    1 

.325,241 

430,761 

70.866 

43,865 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

12,846 

4,173 

989 

Total 

12.846 

4,173 

989 

CAPITAL  OUTLAY 

Land  &  Interest  In  Land 
Total 

LOCAL  ASSISTANCE 
From  State  Sources 
Total 


225 


225 


Local      Veterans 
Reimbursement-DES  Affairs 


$311,331 

7,266 

71,533 


390,180 


7,075 

4,795 

16,634 

26,707 

1,950 

83 

1,209 

692 

59,145 


404 
404 


Disaster 
Fund 


$  38,010 
38,010 


Total 


$1,781,314 

10,458 

404,291 

2,196,063 


295,802 
53,585 

301,877 
92,359 
22,001 

744,469 

452,806 
23,396 


1.986, 

,295 

18, 

,412 

18, 

,412 

225 

225 

38 

,010 

38 

,010 

GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


79 

555,905 
555,984 


79 
555,905 
555,984 


BENEFITS  &  CLAIMS 
To  Individuals 
Total 


2.280 


2.280 


2.280 


2.280 


TOTAL  PROGRAM  EXPENDITURES 


$173,370 


$1.663.361 


$1,237,629 


$435,557 


$243,629 


$  555,984   $449,729  $  38,010   $4,797,269 


GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$171,327   $  848,274 

163,269     829,574 
$  8,058   $ 


$  119,185 

119,184 
$       1 


$222,320 

212,960 
$  9,360 


$453,615  $302,761 

443.557    38,010 
$  5,053  $264,751 


$2,117,482 

1.811,554 
$  305,928 


SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$  10,101   $  887,684 
10.101      833.737 
$ 0   $   53J197 


$1,205,282 

1,118,445 

$   86,837 


$242,703 

222,597 

$  20.106 


$266,130 

243,629 

$  22,501 


$2,000,000 
555,934. 


$  30,000 
1,172 


$1,444,016   $  23,823 


$4,641,900 

2.985,715 

$1.656,185 


See  Note  6  on  page  18. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
on  pages  17  through  19. 


Additional  information  is  provided  in  the  notes  to  the  financial  schedules 


15 


DEPARTMENT  OF  MILIARY  AFFAIRS 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1987 


Army        Air 

National     National 
Administration    Guard       Guard 


PERSONAL  SERVICES 

Salaries 

$104,837 

$  232,165 

$  424,005 

$287,930 

$170,847 

Hourly  Wages 

832 

72 

Employee  Benefits 

16,866 

50.708 

107,088 

58.791 

34.807 

Total 

121.703 

283.705 

531.093 

346.793 

205.654 

OPERATING  EXPENSES 

Contracted  Services 

4,701 

200,996 

141,564 

8,717 

10,325 

Supplies  &  Materials 

3,589 

40,543 

1,618 

5,768 

7,322 

Communications 

3,013 

267,564 

505 

17,184 

7,047 

Travel 

2,478 

4,217 

41 

30,578 

19,193 

Rent 

21,318 

Utilities 

25,619 

411,809 

262,266 

Repair  &  Maintenance 

2,698 

403,224 

68,425 

1,299 

1,403 

Other  Expenses 

1,258 

8,130 

569 

989 

971 

Goods  Purchased  For  Resale 

50 
1.357.851 

Total 

43.356 

474,988 

64,535 

46.261 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

15,600 

14,364 

10,281 

Intangible  Assets 

469 

Total 

15.600 

14,364 

10.750 

Disaster     Emergency 
Coordination   Management        Local      Veterans  Veteran's  Disaster 
Response     Development  Reimbursement -PES  Affairs   Cemetery     Fund 


Total 


$309,215 

$  32,111 

$1,561,110 

1,864 

2,768 

68.556 

2.604 

339,420 

379.635 

34.715 

1,903.298 

6,762 

373,065 

7,102 

22,231 

88,173 

15,720 

221 

311,254 

27,859 

9,886 

94,252 

3,059 

24,377 
699,694 

1.647 

478,696 

702 

42 

12,661 
50 

62.851 

32,380 

2,082,222 

3,045 

43,290 
469 

3.045 

43.759 

CAPITAL  OUTLAY 
Bui Idings 
Total 


$21,500 
21,500 


21,500 
21,500 


LOCAL  ASSISTANCE 
From  State  Sources 
Total 


416,458 
416,458 


416,458 
416,458 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 


42,403 


42.403 


$1.455.530 
1,455.530 


42,403 
1.455,530 
1.497,933 


BENEFITS  &  CLAIMS 
To  Individuals 
Total 

TOTAL  PROGRAM  EXPENDITURES 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


2,470 


$165,059 

$ 
$~ 

$ 
$~ 

2.470 
.659,626 

$2, 

$ 
$~ 

$ 

$~ 

,006,081 

$468,095 

$253,717 

248,943 
$  4 , 774 

$262, 

,665 

$157,876 

157,708 

$    168 

852,871 

816,265 

36,606 

103,753 

97,897 
5,856 

$274, 

262 
$  11 

$  7,351 

7,351 

$     0 

849,689 

843,361 
6,328 

981,902 

908,184 
73,718 

$258,319 

219,152 

$  39,167 

,147 
,665 
,482 

$1,455,530   $445,531 


$2,500,000 

1.455.530 

$1,044,470' 


$445,923 

445,531 

$    392 


$50,000 

21,500 

$28,500 


2.470 


2.470 


$21,500  $483,553   $5.967,640 


$961,314   $2,775,454 

483,553    2.249.897 

$477,761   $  525,557 


$4,921,408 

3,717,743 

$1,203,665 


See  Note  6  on  page  18. 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  17  through  19. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

NOTES  TO  THE  FINANCIAL  SCHEDULES 

FOR  THE  TWO  FISCAL  YEARS  ENDING  JUNE  30.  1988 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Basis  of  Accounting 

The  Department  of  Military  Affairs  is  required  by  state  accounting  policy  to 
use  the  modified  accrual  basis  of  accounting,  which  is  described  in  the  Montana 
Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obligation  exists  when 
the  associated  liability  is  incurred  except  for  the  following  items  which  are  also 
considered  valid  obligations  under  state  accounting  policy: 

1.  If  the  appropriation  provided  funds  to  complete  a  given  project,  the 
entire  amount  of  a  service  contract  may  be  accrued  even  though  the 
services  are  rendered  in  fiscal  years  subsequent  to  the  fiscal  year  in 
which  the  expenditure  is  accrued. 

2.  The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal  year  in 
which  a  purchase  order  has  been  issued. 

3.  Goods  ordered,  but  not  received  as  of  the  fiscal  year-end,  may  be 
accrued  if  the  purchase  order  was  issued  in  the  fiscal  year  in  which 
the  anticipated  expenditure  is  to  be  accrued. 

Revenues  are  recorded  when  received  in  cash  unless  susceptible  to  accrual. 
Revenues  are  susceptible  to  accrual  if  they  are  measurable  and  available  to  finance 
expenditures  of  the  current  fiscal  period. 

Basis  of  Presentation 

The  financial  schedules  are  prepared  from  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustments.  The  Adjutant  General,  Disaster  and 
Emergency  Services,  and  Veterans'  Affairs  activity  was  combined  into  one  set  of 
financial  schedules.  Accounts  are  organized  on  the  basis  of  funds  according  to  state 
law.   The  following  fund  types  are  used  by  the  department: 

General  Fund  -  accounts  for  all  financial  resources  except  those  required  to 
be  accounted  for  in  other  funds. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific  revenue  sources 
that  are  legally  restricted  to  expenditures  for  specific  purposes.  Legislative 
appropriation  authority  is  required  to  spend  from  this  fund.  The  department 
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has  special  revenue  fund  accounts  for  the  National  Guard,  Federal  Emergency 
Management,  Veterans'  Cemetery,  and  Veterans'  Affairs  money  received  from 
outside  sources. 

2.  VACATION  AND  SICK  LEAVE 

Employees  of  the  department  accumulate  both  vacation  and  sick  leave. 
Employees  are  paid  for  100  percent  of  unused  vacation  and  25  percent  of  unused  sick 
leave  credits  upon  termination.  Accumulated  unpaid  liabilities  for  vacation  and  sick 
leave  are  not  reflected  in  the  financial  schedules  of  the  department.  Expenditures  for 
termination  pay  currently  are  absorbed  in  the  annual  operational  costs  of  the 
department.  At  June  30,  1988,  the  department  had  an  estimated  liability  of  $188,627 
for  vacation  and  sick  leave. 

3.  PENSION  PLAN 

Employees  are  covered  by  the  Montana  Public  Employees'  Retirement  System 
(PERS).  The  department's  contributions  to  this  plan  were  $94,973  in  fiscal  year 
1986-87  and  $109,333  in  fiscal  year  1987-88. 

4.  GENERAL  FUND  BALANCE 

The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have  a  separate 
General  Fund  since  their  only  authority  is  to  pay  obligations  from  the  statewide 
General  Fund  as  long  as  they  stay  within  their  appropriation  limits.  Thus,  on  an 
agency  schedule,  the  beginning  and  ending  fund  balance  will  always  be  zero. 

5.  NEGATIVE  FUND  BALANCE 

There  are  two  primary  reasons  for  the  negative  fund  balance  in  the  special 
revenue  fund.  The  department  did  not  accrue  revenue  earned  and  not  received 
during  each  of  the  fiscal  years.  Also,  the  department  has  not  closed  accounts  related 
to  a  department  consolidation  that  was  to  be  completed  in  fiscal  year  1985-86. 

6.  COMPARABILITY  OF  INFORMATION 

The  department  receives  and  distributes  federal  disaster  relief  money  through 
the  special  revenue  fund.  The  amount  of  revenue  and  expenditures  recorded  is  a 
direct  result  of  the  number  and  level  of  disasters  in  the  state  during  any  given  period. 
Fluctuations  of  revenue,  expenditures  and/or  fund  balance  between  years  in  the 
special  revenue  fund  may  be  a  result  of  the  unpredictable  nature  of  the  disasters. 
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7.  INDIRECT  COSTS 

State  law  requires  departments  to  attempt  to  recover  as  large  a  portion  of 
indirect  costs  from  outside  sources  as  possible.  Each  year  the  department  establishes 
a  revenue  estimate  for  federal  indirect  cost  recoveries  and  applies  for  money  from 
the  federal  government.  In  both  fiscal  years  1986-87  and  1987-88,  the  federal 
government  has  indicated  no  money  was  available.  As  a  result  the  revenue  estimate 
appears  on  the  schedule  of  revenue  for  each  year  but  no  collections  were  recorded 
in  either  year. 

8.  CHARGES  FOR  SERVICES 

The  revenue  class  "charges  for  services"  was  used,  in  fiscal  year  1985-86,  to 
record  money  received  from  the  city  of  Great  Falls  to  pay  for  twenty  percent  of  the 
Great  Falls  Air  National  Guard  firefighters  salaries.  In  fiscal  year  1986-87  the 
federal  government  decided  to  fund  the  firefighters  salaries  100  percent  from  federal 
sources.  As  a  result,  the  department  neither  received  or  recorded  "charges  for 
services"  revenue  in  fiscal  year  1986-87.  A  revenue  estimate  was  established  in  fiscal 
year  1986-87  prior  to  the  decision. 

9.  LITIGATION 

The  department  is  currently  involved  in  a  lawsuit  concerning  a  wage  dispute 
for  firefighters  employed  at  the  Air  National  Guard  facilities  in  Great  Falls. 
Department  officials  stated  a  portion  of  this  action  has  been  settled  for  approximately 
5400,000.  The  unsettled  portion  will  be  decided  by  the  court.  The  dollar  amount  of 
this  portion  of  the  settlement  was  estimated  by  department  officials  at  approximately 
$265,000.  There  is  a  possibility  for  federal  participation  of  up  to  $540,000  in  these 
costs,  however,  the  federal  government  has  not  formally  agreed  to  participate  to  any 
extent. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 
AGENCY  RESPONSE 


DEPARTMENT  OF  MILITARY  AFFAIRS 


STAN  STEPHENS,  GOVERNOR 


PO    BOX  4789 


STATE  OF  MONTANA' 


OFFICE  OF  THE  ADJUTANT  GENERAL 
(406)  444-6910 


HELENA.  MONTANA  59604-4789 


Mr .  Scott  A.  Seacat 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

Rm.  135,  State  Capitol 

Helena,  MT   59620 

Dear  Mr.  Seacat, 


RECEIVED 

l/iAr\  ;j  0  1989 
I.Iontana  Legislcjis  Auiiilor 


We  appreciate  the  opportunity  to  respond  to  your  audit 
recommendations,    which     follows. 

RECOMMENDATION   1 

We  recommend  the  department  reevaluate  the  state's  current  role 
as  the  employer  in  providing  fire  protection  services  at  the 
Great  Falls  airport. 

We  concur.  The  Department  of  Military  Affairs  will  pursue 
alternatives  of  providing  fire  protection  services  for  the 
Montana  Air  National  Guard  at  the  Great  Falls  Airport.  We  expect 
to  have  this  process  completed  by  September  1,  1989. 


RECOMMENDATION   2 

We  recommend  the  department: 

A:    Accrue  revenue  in  accordance  with  state  accounting  policy. 

B:    Review   fund   balances   in   the   federal   special   revenue 
accounting  entities  to  detect  and  correct  errors. 

We  concur.  The  department  will  follow  state  accounting  policy 
when  accruing  revenue,  and  review  fund  balances  in  the  respective 
entities  to  ensure  their  accuracy.  We  will  comply,  beginning 
with  this  years  fiscal  year  end  process. 


RECOMMENDATION   3 

We  recommend   the  department  obtain  interentity  loans  pending 
federal  reimbursement  of  its  expenditures. 


We  concur 
necessary. 


The  department  will  obtain  interentity  loans  as 
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RECOMMENDATION  4 

We  recommend  the  department  accrue  expenditures  in  accordance 
with  state  accounting  policy. 

We  concur.    We  will  take  appropriate  measures  during  the  fiscal 
year  end  process  to  comply  with  the  recommendation. 


RECOMMENDATION   5 

We  recommend  the  department  record  construction  transactions  in 
accordance  with  state  accounting  policy. 

We  concur.    The  department  will  comply  with  the  recommendation 
from  this  point  forward. 


RECOMMENDATION   6 

We  recommend  the  department  properly  eliminate  account  balances 
in  the  agencies  which  are  no  longer  used. 

We  concur.    We  will  eliminate  account  balances  in  the  respective 
agencies  by  June  30,  1989. 


RECOMMENDATION   7 

We  recommend  the  department: 

A.  Provide  personnel  additional  training  in  state  accounting 
policy  and  fund  accounting. 

B.  Establish  policies  and  procedures  to  improve  communication 
of  information  and  responsibilities  between  the  various 

division's  accounting  functions. 

C.  Ensure  accounting  entries  recorded  by  the  individual 
divisions  result  in  proper  recording  on  the  department's 
accounting    records. 

We    concur . 

A.    We  will  make  a  concerted  effort  with  the   funds  available 

and  state  training  resources  available  to  provide  training 

for  staff.    This  will  be  an  ongoing  procedure  and  begin 
immed  ia  t ely . 
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B.  We   will   work   during   the   next   year   to   establish   an 
integrated  accounting  function  within  the  department. 

C.  We  will  ensure   through  better  communication  and  training 
that  accounting  entries  are  recorded  properly. 


Sincerely, 


Irigadier    General,     MT    NG 
The'   Adjutant    General 
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